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PREFACE 


The Annual Report on Debt Capital and External Finance Approvals is intended to provide the Regents with an 
overview of the University’s debt capital program. This document serves as a background piece that addresses 
questions related to the University’s overall debt capital structure, the University’s financial strength as viewed 
by the capital markets, and the outlook for future financing flexibility. 


At the July 16, 2009 Meeting of the Committee on Governance, The Schedule of Reports to The Regents was 
amended to incorporate The Report on External Finance Approvals into this report. As such, this report also 
includes a summary of external finance approvals for the 2018 calendar year. 


The Annual Report on Debt Capital and External Finance Approvals contains the following information: 


° Overview of the University’s outstanding indebtedness, 
e Summary of debt issuance over the past calendar year, 
° Update on the University’s credit ratings, and 

° Summary of external finance approvals. 
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MUNICIPAL MARKET OVERVIEW 


Global political and macro-economic conditions, notably a resurgence of trade tensions, difficult Brexit and EU 
budget negotiations, as well as shifting expectations with respect to the Fed, among others, contributed to 
significant volatility in international and domestic equity and fixed income markets throughout much of 2018. 


Long-term U.S. taxable and tax-exempt rates increased over the year. The 30-year U.S. Treasury (UST) and “AAA” 
MMOD High Grade Index, which started 2018 at approximately 2.80% and 2.55%, respectively, peaked just below 
3.50% in November before declining nearly 50 basis points, to end the year at approximately 3.00%. 


The Federal Reserve raised its fed funds target rate four times throughout the year, most recently at its December 
meeting, to 2.50%. While the latest increase — the Fed’s ninth since it embarked on normalization in 2015 — was 
widely expected, officials lowered projections of future increases to two additional hikes in 2019. 


Steady Fed rate hikes contributed to significant flattening of the UST curve over the past two years and, in 
December, three- and five- year Treasury yields inverted for the first time in over a decade. At the same time, the 
tax-exempt yield curve steeped moderately over the year, though it remains relatively flat overall. 


Primary market activity spiked at the end of 2017, driven largely by accelerated issuances in advance of pending 
tax reform. Since then, municipal issuance has slowed considerably. Aggregate municipal volume for 2018 totaled 
$338 billion, down 25% year-over-year. Negotiated higher education issuance was even more muted, at 
approximately $15 billion, down 50% from the prior year. Meanwhile, the supply composition has also changed 
meaningfully; refunding activity accounted for approximately one-third of 2018 total supply, down from 
approximately half in prior years. 


Municipal bond funds — the primary buyers of tax-exempt paper — saw strong fund inflows in the first quarter, 
driving demand. Flows were mixed, though generally positive, through much of the second and third quarter, 
before turning negative to finish the year at $1.3 billion in net outflows, down from $17.6 billion in net inflows a 
year earlier. 


The sequestration rate on federal subsidies for Build America Bonds interest rate payments was reduced to 6.2% 
for the federal fiscal year beginning October 1, 2018, from 6.6% the prior year. 


On the whole, despite a challenging technical environment at times, municipal offerings across the credit 
spectrum and those for higher education issuers, in particular, were generally very well received by the market 
throughout 2018. 
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OVERVIEW OF THE UNIVERSITY’S DEBT 


As of December 31, 2018 the University had $19.7 billion of debt outstanding in its core credits (General Revenue 
Bond, Limited Project Revenue Bond, and Medical Center Pooled Revenue Bond) and S32 billion in authorized 
commercial paper (CP). The weighted average cost of capital of the outstanding debt was 3.9% and the average 
life was 21.5 years.? 


University’s Debt by Credit Type 


The University generally issues debt under one of three different credit types- General Revenue Bond (GRB), 
Medical Center Pooled Revenue Bond (MCPRB), and Limited Project Revenue Bond (LPRB). The University also 
issues debt through a financing trust structure and third party conduits. 


$12 B General Revenue Bonds. The General Revenue 
UC Debt by Credit) Bond (GRB) credit serves as the University's 
primary borrowing vehicle and is utilized to 
finance projects that are integral to the 
University's core mission of teaching, research, 
and public service. The GRB credit is secured by 
the University's broadest revenue pledge. 
Pledged revenues for FY 17-18 were $16.8 
billion. The University has $11.9 billion of 
outstanding GRB debt. 


$10 B 


$8B 


S6B Limited Project Revenue Bonds. The Limited 
Project Revenue Bond (LPRB) credit, 
established in 2004, is used to finance primarily 
auxiliary services such as student housing or 
parking. Pledged revenues for FY 17-18 were 
$1.5 billion. The LPRB credit provides the 
University's bondholders with a subordinated 
pledge of gross revenues derived only from 
facilities financed under the structure. This 
credit was created to conserve debt capacity in 
the GRB credit for mission-based projects. The 
University has $5.0 billion of outstanding LPRB 


S4B 


$2B 


$0B 


General Limited Medical Financing Other 
Revenue _ Project Center Trust Third Party debt. 
Bonds Revenue Pooled = Structure Debt 
Bonds Revenue 
Bonds 


Medical Center Pooled Revenue Bonds. The 
Medical Center Pooled Revenue Bond credit 
serves as the primary financing vehicle for the 
medical centers; its initial issuance occurred in 2007. The Bonds are secured by gross revenues of the five medical 
centers. Pledged revenues for FY17-18 were $12.2 billion. The University has $2.7 billion of MCPRBs outstanding. 


Financing Trust Structure. The University has approximately $1.2 billion of outstanding third-party housing debt 
(i.e. debt issued by a party other than the University but for a project in which the University has an economic 


1See Footnote on Debt, page 13. 
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interest) under its Financing Trust Structure (FTS) credit. Currently the projects in the FTS are housing projects at 
the Irvine, Riverside, and Davis campuses. The bonds are secured by gross revenues of the projects financed. 


Other Third Party Debt. Currently, the University has approximately $430.7 million outstanding through the 
California Infrastructure and Economic Development Bank (CIEDB), which financed the costs of a Neurosciences 
Building at the San Francisco campus (issued in 2010), a research facility for the Sanford Consortium for 
Regenerative Medicine at the San Diego campus (issued in 2010), and a Department of Psychiatry Youth and 
Family Center (2130 Third Street) at the San Francisco campus (issued in 2017). For the bonds related to the 
Neurosciences Building and 2130 Third Street, the University is required to make base rent payments through a 
capital lease that equal the debt service on those bonds. For bonds related to the Sanford Consortium project, the 
University is required to make any debt service shortfall on those bonds through a debt service payment 
agreement. In addition, the University has other third party, non-recourse debt for housing projects. 


Commercial Paper. The University's commercial paper program has an authorized amount of $2.0 billion. The 
program, which is a combination of both taxable and tax-exempt commercial paper, is used for a variety of 
purposes, including the funding of working capital and to provide interim funding for approved projects that are 
eventually to be funded using permanent financing. In calendar year 2018, the average amount of CP outstanding 
was $711 million. Total CP outstanding at the end of calendar year 2018 was $480 million, of which $222 million 
was tax-exempt and $258 million was taxable. 
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University’s Debt by Tax Status and Interest Rate Mode 


The University’s debt is composed of tax-exempt and taxable debt, and fixed rate and variable rate debt. Relative 
to tax-exempt bonds, taxable bonds provide the University more flexibility with regard to private use in debt- 
financed projects, but generally have higher interest rates. Variable rate debt can provide attractive financing 
rates in the short-term, but with less certainty in the longer term compared to fixed rate debt. Most of the 
University’s variable rate debt has been hedged with fixed rate swaps. 


Taxable Put Bonds 
4% 


Tax-Exempt Fixed 
Rate 
54% 


Taxable Century 
Bonds 
7% 


Taxable Varia UC Debt, 
se _ by Tax Status 
° and Interest 
Rate Mode 3 


December 31, 2018 


Taxable Fixed 
Rate 
22% 


2 All variable rate debt has been swapped to fixed rate, except GRB Series Z-1 and Z-2 ($150 million) and a portion of 
MCPRB Series K ($5.55 MM unhedged); does not include CP and bank lines of credit. 
3 Includes the University’s GRB, LPRB, and MCPRB debt; excludes Third Party and FTS debt. 
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Debt Issuance in 2018 


In 2018, the University issued $2.1 billion of debt to finance various projects across the system and to refinance 
bonds for savings. In addition, $675 million of debt was issued under the Financing Trust Structure to finance 
student housing projects. 


Dated Date Series Name Par Amount (in 000’s) Use of Proceeds 
May 22, 2018 GRB 2018 Series AZ and BA $1,227,705 Blt etl 
Refunding 
May 23, 2018 LPRB 2018 Series O and P $831,295 New Money ang 
Refunding 
December 6, 2018 Riverside Dunase Ole7boy $145,850 New Money 
Student Housing Project 
December 6, 2018 Davis West Ullage StUeent $516,615 New Money 


Housing Project 


General Revenue Bonds AZ and BA. In May, the University issued $1.23 billion in GRB Series AZ and AB. The 
issuance provided approximately $1.12 billion in new money proceeds to finance projects across nine campuses 
and refunded a portion of the 2009 Series R Bonds for a net present value savings of approximately $10 million. 


Limited Project Revenue Bonds O and P. Also in May, the University issued $831 million in LPRB Series O and P. 
The issuance provided approximately $693 million in new money proceeds to finance housing and dining projects 
across seven campuses and refund a portion of the 2009 Series R Bonds for a net present value savings of 
approximately $14 million. 


UC Riverside Dundee-Glasgow (Financing Trust Structure). In December, $145 million of bonds were issued 
through a conduit issuer (California Municipal Finance Authority) to fund Riverside’s Dundee-Glasgow Student 
Housing Project. This project (anticipated completion in 2020) will produce an 820 bed student housing facility 
and an 830 seat dining hall. The bonds are secured by the gross revenues of the housing project and a Dining 
Facility Agreement, under which the University is obligated to pay Dining Facility Usage Fee payments equal to 
approximately 38% of total debt service. 


UC Davis West Village (Financing Trust Structure). Also in December, $516 million of bonds were issued through 
California Municipal Finance Authority to fund the Davis West Village Student Housing Project. The development 
will add approximately 3,290 beds for undergraduate and transfer students, with a portion of the beds anticipated 
to be available for fall 2020 occupancy. The bonds are primarily secured by gross revenues of the project and 
additionally supported by a Debt Service Payment Agreement, which obligates the University to make any debt 
service shortfalls until project completion, and a Contingent Lease Commitment, which obligates the University 
to lease a sufficient number of beds to achieve break-even occupancy for three years after project completion. 
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University’s Credit Ratings 


The credit ratings of the University’s bonds directly impact the cost of funding: the higher the credit rating, the 
lower the cost of borrowing, and vice versa. Generally, the credit ratings of major public research universities are 
a function of several factors. These factors include the following: student quality and demand issues; State 
support; the amount of debt outstanding, the amortization of the debt and the security features of the debt; 
operating performance, including nature and diversity of revenue base; asset base, including endowment and the 
liquidity of the asset base; and non-financial issues such as the quality of leadership and management. 


The University’s GRB credit is rated Aa2/AA/AA, while the LPRB and MCPRB credits are rated Aa3/AA-/AA- by 
Moody’s, S&P, and Fitch, respectively. The outlooks on the credits from all three rating agencies are stable. The 
following table illustrates the current underlying ratings of the University’s various credits. Please see Appendix A 
for an overview of credit ratings definitions. 


The University’s Ratings/Outlooks: Moody’s S&P Fitch 
General Revenue Bonds Aa2/ Stable AA/ Stable AA/ Stable 
Limited Project Revenue Bonds Aa3/ Stable AA-/ Stable AA-/ Stable 
Medical Center Pooled Rev Bonds Aa3/ Stable AA-/ Stable AA-/ Stable 
Commercial Paper P-1 A-1+ F-1+ 
FTS and Other Third Party Debt: Moody’s S&P Fitch 
UCI East Campus Apartments (FTS) Baal/ Stable NR NR 
UCR Dundee-Glasgow Baa3/ Stable NR NR 
UCD West Village Baa3/ Stable NR NR 
CIEDB UCSF Neurosciences Aa3/ Stable AA/ Stable NR 
CIEDB UCSD Sanford Consortium Aa2/ Stable AA/ Stable NR 
CIEDB UCSF 2130 3" Street Aa3/ Stable AA/ Stable NR 


Ratings are as of December 2018; NR = Not Rated 


The University’s credit ratings were reaffirmed by the rating agencies in rating reports for the University’s bond 
issuances in 2018. In its May 14, 2018 report, similar to last year’s report, S&P cites the University’s “the impressive 
market position and demand for its programs” and notes that it is “sophisticated in many aspects of its financial 
operations, including debt and capital management, budgeting and forecasts, and centralizing expenses” which 
has helped maintain rating stability over the past several years. S&P assessed the University’s financial profile as 
“strong,” noting its “self-supporting nature and the strong financial performance of the medical centers and 
hospitals” as well is its “successful history of weathering multiple business and state funding cycles.” Offsetting 
the rating in S&P’s opinion is “additional capital needs” and “continued, through declining, pressures related to 
other postemployment benefits and retirement plan expenses and liabilities.” 


The University’s Debt Policy aims to ensure that the University maintains ready access to the debt capital markets 
to meet the University’s financing needs to invest in its mission and financial health. Under the Debt Policy, the 
University will seek to maintain GRB credit ratings in the “AA” category in order to maintain continued access to 
the debt capital markets at favorable rates. 
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Debt Capacity 


Debt capacity refers to the amount of incremental debt an institution can issue at a given rating level. It speaks to 
both source of payment and source of credit: the institution’s ability to service the debt from identified revenue 
sources and the broader financial health of the institution and the security package offered to bondholders. In 
assessing financial strength, the rating agencies and capital markets focus on certain balance sheet, income 
statement, and cash flow metrics. The University has developed a series of such debt affordability metrics that it 
uses to monitor incremental capacity and in approving additional debt financing. 


Amidst a challenging financial backdrop and a downturn in State funding, the University’s financial profile has 
shifted meaningfully in recent years, which has affected how the University quantifies debt capacity. For instance, 
while the University’s debt service to operations is manageable at approximately 4% for FY 2017-18, other 
operating and balance sheet metrics are challenged. Unfunded pension and OPEB liabilities have had a tempering 
effect on capacity, as has weak operating performance. Still, the University benefits from many credit strengths 
that support the “AA” category rating, including, among others, essentiality, tremendous student demand, world- 
renowned academic and research programs, a large and diverse revenue base, and substantial liquidity. 


The University remains committed to managing its debt portfolio to maximize capacity while maintaining “AA” 
category ratings on the core GRB credit, ensuring access to capital at attractive rates. The University continues to 
use its differentiated credit structure by financing auxiliary projects under the LPRB credit and by expanding use 
of the FTS credit for student housing projects under the President’s student housing initiative, preserving the core 
GRB credit for mission-critical projects. Based on these various factors, the University estimates debt capacity, 
utilizing its credit spectrum, to be in the $4 to S6 billion range over the next five years. This estimate assumes 
continued growth in operations and asset base in line with recent years, and takes into account amortization of 
existing debt, which will regenerate capacity. Actual capacity will vary depending on a variety of factors, including 
future State support, project type, and continued use of the tiered credit strategy. Importantly, future capacity is 
also contingent on a return to financial equilibrium. 
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Appendix A: Definitions of Credit Ratings 


Moody’s S&P Fitch Description 
at Petar eer Bonds rated in this category are judged to be the 
Aaa AAA AAA . : 
highest quality. 
“Nal” “RA+” “RA+” 
Bonds in the Aa/AA rating category are judged to be 
ee ey aaa er of high quality and standards. Together with the AAA 
Aa2 AA AA : 
category, bonds rated in the Aa/AA category are 
generally known as high grade bonds. 
“a3” “RA-” “RA-” 
“RY” “M+” “D+” 
uno” upn upn Bonds rated in the A/A category are considered 
upper medium grade obligations. 
“R32” “h-” “h-” 
“Baal” “BBB+” “BBB+” 
Bonds rated in the Baa/BBB category are considered 
“Baa2” “BBB” “BBB” medium grade obligations. They are neither highly 
protected nor poorly secured. 
“Baa3” “BBB-” “BBB-” 


“Ba” to “cr 


“BB” to “Gc 


“BB” to aay add 


Bonds rated in these categories are non-investment 
grade/speculative. 
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Appendix B: Summary of External Finance Approvals 


The summary of External Finance Approvals describes the approval actions taken in calendar year 2018. A total 
of approximately $2.3 billion was approved by the Regents and/or the President in external financing for capital 
projects, real estate transactions, and other uses during calendar year 2018. The following table summarizes 
the debt and associated uses approved during this timeframe. 
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EXTERNAL FINANCE APPROVALS: JANUARY 1, 2018 THROUGH DECEMBER 31, 2018 


Project Name Approval Approval AB 94, Century Debt Approved Total Project 
Date Type Bonds, or ($000s) ($000s) 
Internal Loan 
Berkeley 
Deferred Maintenance & Capital Renewal Loan Program Ph 2 6/2018 Delegated Internal Loan $s 40,000 $ 40,000 
Berkeley Sub-total $ 40,000 $ 40,000 
Davis 
Physical Sciences & Engineering Library Seismic Retrofit and 2/2018 Delegated Century Bonds $ 15,888 S$ 15,888 
Center for Quantum Mathematics and Physics Renovations 
Emerson Hall Housing Replacement 3/2018 Regents $s 98,300 S 109,300 
Physics CME Laboratory Renovations 6/2018 CFO Century Bonds $ 7,593 $ 7,940 
Veterinary Medical Center: Primary Electrical Feeders 7/2018 CFO Century Bonds §$ 11,465 S$ 11,745 
7/2018 & 11/2018 Regents $s 580,000 S$ 580,000 
W. Village Transfer & Continuing Undergrad Student Housing 
Briggs Hall 1st Floor Laboratory Renovation 8/2018 Delegated $ 15,449 S$ 15,499 
Teaching and Learning Complex 11/2018 Regents AB94andnon = $ 86,337 S$ 86,337 
AB 94 
Davis Sub-total $ 815,032 S$ 826,709 
Irvine 
Interdisplinary Sciences Building 11/2018 CFO (augment) CenturyBonds $ 15,883 S 172,618 
Irvine Sub-total $s 15,883 $ 172,618 
Los Angeles 
10995 Le Conte Apartments 1/2018 Regents $s 156,640 S$ 209,640 
Lot 15 Residence Halls 1/2018 Regents $s 193,449 S$ 237,449 
Southwest Campus Apartments 1/2018 Regents $ 303,290 S$ 383,290 
CHS - NPI Seismic Correction 4/2018 CFO Century Bonds $ 11,000 $ 40,000 
Moore Hall Air Conditioning 7/2018 CFO Century Bonds $ 10,800 $ 10,800 
Multiple Major and Minor Capital Projects 8/2018 Delegated Century Bonds $ 20,000 $ 20,000 
Los Angeles Sub-total $ 695,179 S$ 901,179 
Merced 
Kolligian Library - 3rd Floor West Wing Renovation 6/2018 & 8/2018 CFO Century Bonds $ 562 S$ 612 
S&E1 Safety and Accessibility Upgrades 6/2018 CFO Century Bonds $ 500 S$ 500 
Audio/Visual (A/V) Strategic Equipment Replacement 7/2018 CFO Century Bonds § 300 $ 300 
Merced Sub-total $s 1,362 S$ 1,412 
Riverside 
Pierce Hall Interiors 3/2018 Delegated Century Bonds $ 21,753 $ 23,425 
2017-2019 Deferred Maintenance & Facility Investment 5/2018 Delegated $ 14,500 S$ 14,500 
Batchelor Hall Interiors 5/2018 CFO Century Bonds | $ 8,247 $ 8,837 
Dundee Residence Hall and Glasgow Dining 5/2018; 9/2018; Regents; CFO $ 160,000 $ 160,000 
& 11/2018 
Multidisciplinary Research Building 1 8/2018 CFO (augment) $s 4,250 $ 161,450 
Student Success Center 11/2018 CFO AB 94 $s 50,000 $ 60,430 
Riverside Sub-total $s 258,750 S$ 428,642 
San Diego 
Mesa Housing Pedestrian and Bike Bridge 3/2018 Delegated $ 9,998 S$ 9,998 
Ridge Walk Academic Project 5/2018 Regents AB 94 $ 50,000 S$ 118,138 
Acquisition of Extended Stay Hotel 7/2018 Regents $ 112,250 $ 112,250 
Design and Innovation Building 12/2018 Delegated $ 52,000 $ 67,000 
San Diego Sub-total $ 224,248 S$ 307,386 
San Francisco 
Clinical Sciences Building 1/2018 Regents $s 55,378 S 151,190 
Joan and Sanford |. Weill Neurosciences Building 3/2018 Regents $s 130,400 S$ 447,000 
San Francisco Sub-total $s 185,778 S$ 598,190 
Santa Barbara 
N/A 
Santa Cruz 
N/A 
Systemwide 
Northern Regional Library Facility Phase 4 Expansion 5/2018 Regents AB 94 S$ 30,000 $ 30,000 
Systemwide Sub-total $s 30,000 $ 30,000 
Office of the President 
Thirty-Meter Telescope 4/2018 CFO Internal Loan $s 10,000 S$ 50,000 
Shreveport Biomethene Facility 5/2018 Presidential Internal Loan = $ 5,936 S$ 24,509 
(augment) and External 
Financing 
14350 Meridian Parkway Second Floor Tenant Improvments 9/2018 CFO $ 11,629 S$ 11,929 
UCOP Sub-total $ 27,565 S$ 86,438 
Total: Calendar Year 2018 $ 2,293,797 $ 3,392,574 


ANNUAL REPORT ON DEBT CAPITAL AND EXTERNAL FINANCE APPROVALS (Calendar Year 2018) 


Footnote on Debt 


1 The calculation assumes the following: 


Takes into account Build America Bonds and Clean Renewable Energy Bonds subsides. 

Excludes non-core credits and FTS debt. 

GRB Series Z, AH, and AX assume principal is amortized FY 2038 — 2042. Series AH matures on 
7/1/2019. Series AX matures 7/1/2025. GRB variable rate Series Z (taxable) assumes interest at 3%. 
GRB variable rate Series AH (taxable) assumes interest at 3% after 7/1/2019. GRB Series AX assumes 
interest at 3% after 7/1/2025. 

GRB Series AK assumes principal is amortized FY 2038 — 2044. The series has a mandatory tender on 
05/15/2023 and assumes interest at 5% after 5/15/2023. 

GRB variable rate Series AL assumes interest at fixed payer swap rates until 10/1/2023 and then at 
2.75%. 

GRB Series AT assumes principal is amortized FY 2029 — 2036. The series has a mandatory tender on 
05/15/2021 and assumes interest rate at 5% after 5/15/2021. 

GRB Series AU (taxable) assumes principal is amortized FY 2022 — 2029. The series matures on 
5/15/2021 and assumes interest rate at 6% after 5/15/2021. 

MCPRB Series B-1 & B-2, and MCPRB Series C-2 (all variable rate) assume interest at associated fixed 
payer swap rates. 

MCPRB Series K assumes the hedged portion pays interest at the fixed payer swap rate and the 
unhedged portion pays interest at 2.75%. 

UC 3rd Party Debt includes California Infrastructure and Economic Development Bank (Sanford 
Consortium Project) Series 2016A, California Infrastructure and Economic Development Bank (UCSF 
Neurosciences Building 19A) Series 2010A & 2010B (Taxable - Build America Bonds), and California 
Infrastructure and Economic Development Bank (UCSF 2130 Third Street) Series 2017A. 

FTS include California Statewide Communities Development Authority Student Housing Revenue 
Bonds Series 2011, 2016 and 2017 (Irvine Student Housing), California Municipal Finance Authority 
Student Housing Revenue Bonds Series 2018 (Riverside Dundee-Glasgow Student Housing Project), 
and California Municipal Finance Authority Student Housing Revenue Bonds Series 2018 (Davis West 
Village Student Housing Project). 
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